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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  Western  Montana 
College  for  the  two  fiscal  years  ended  June  30,  1980. 

The  audit  was  conducted  by  Loewen  &  Rummel,  P.C.,  Certified  Public 
Accountants,  under  a  contract  between  the  firm  and  our  office.   The 
comments  and  recommendations  contained  in  this  report  represent  the 
views  of  the  firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 


Respectfully  submitted, 
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Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 


As  a  separate  section  in  front  of  each  audit  report  we  include  a  listing  of  all 
recommendations  together  with  a  notation  as  to  whether  the  agency  concurs  or  does 
not  concur  with  each  recommendation.  This  listing  serves  as  a  means  of  summa- 
rizing the  recommendations  contained  in  the  report  and  the  audited  agency's 
reply  thereto  and  also  as  a  ready  reference  to  the  supporting  comments.  The  full 
reply  of  Western  Montana  College  is  included  as  a  separate  section  directly 
following  the  financial  statements. 

Page 

Recommend  that  the  College  meet  its  net  annual  earnings 

requirement  2 

Agency  Reply:  Concur.  See  page  36. 

The  liability  for  the  outstanding  bonds  be  recorded  on  the  general 

ledger.  2 

Agency  Reply:  Concur.  See  page  36. 

Revenue  fund  for  the  1967  Bond  Indenture  be  maintained  in  a 

separate  bank  account.  2 

Agency  Reply:  Concur.  See  page  36. 

Reconcile  differences  in  the  contingent  revolving  account  and 
write  off  old  outstanding  checks.  2 

Agency  Reply:  Concur.  See  page  36. 

Recommendation  to  liquidate  inter-entity  loans  by  applying  the 

investment  funds  and  to  receive  a  ruling  from  the  Board  of  Regents 
concerning  procedures  to  eliminate  the  outstanding  loans.  2 

Agency  Reply:  Will  seek  approval  from  the  Board  of  Regents 
regarding  write  off  of  inter-entity  loans.  See  page  36. 

Recommendation  that  the  College  recognize  the  accounts  receivable 
into  the  accounting  records  and  establish  a  perpetual  inventory 
system.  2/3 

Agency  Reply:  Concur.  See  page  36. 

Recommended  that  the  College  prepare  a  list  of  cash  receipts 

received  in  the  mail.  3 

Agency  Reply:  Concur.  See  page  36. 


Ill 


Page 

Stamp  all  invoices  with  a  "Paid"  stamp  to  prevent  duplication 

of  payment  and  to  have  authorized  signatures  on  all  invoices.        3 

Agency  Reply:  Concur.  However,  see  page  36. 
Record  all  journal  entries  prepared  by  auditors.  3 

Agency  Reply:  Concur.  See  page  36. 
Post  all  cash  receipts  to  proper  accounting  distribution.  3 

Agency  Reply:  Concur.  See  page  36. 

Establish  control  over  cash  receipts  of  athletic  and  other  events 

that  are  sponsored  by  the  College.  3/4 

Agency  Reply:  Concur.  See  page  36. 

Establish  a  system  to  account  for  property  acquisitions  and 
dispositions.  Property  tags  should  be  used  to  maintain 
accountability.  4 

Agency  Reply:  Concur.  See  page  36. 

Establish  a  subsidiary  ledger  for  short-term  student  loans.  4 

Agency  Reply:  Concur.  See  page  36. 

Record  all  fees  and  charges  from  the  students  at  the  time  of 
registration  and  to  maintain  control  over  students  receivable 
by  the  establishment  of  a  subsidiary  ledger.  4/5 

Agency  Reply:  Concur.  See  page  36. 


IV 


LOEWEN  &  RUMMEL,  EC. 

1 1  35  Strand  Avenue 

P.O.  Box  2459 

Missoula,  Montana  59806 

Robert  C.  Loewen,  C.P.A.  Telephone: 

Carl  A.  Rummel,  C.P.A.  (406)  721-2361 

Legislative  Audit  Committee 
of  the  Montana  State  Legislature 

We  have  examined  the  balance  sheets  of  Western  Montana  College  as  of  June  30, 
1979  and  1980  and  the  related  statements  of  changes  in  fund  balances  and  current 
funds,  revenues,  expenditures  and  other  changes  for  the  years  then  ended.  Except 
as  explained  in  the  second  and  third  paragraphs,  our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances. 

We  did  not  observe  the  taking  of  student  store  physical  inventories  at  June  30, 
1978  and  1979  and  we  were  unable  to  satisfy  ourselves  regarding  inventory 
quantities  by  means  of  other  auditing  procedures. 

Our  tests  of  the  investment  in  plant  fund  were  limited  to  a  review  of  activity 
for  the  two  years  ended  June  30,  1980  and  did  not  include  a  review  of  accumu- 
lated balances  prior  to  July  1,  1978.  Our  tests  revealed  property  acquired  and 
disposed  is  not  added  or  deleted  from  accounting  records.  The  amounts  by  which 
the  financial  statements  would  change  if  fixed  assets  were  properly  accounted  for 
cannot  practicably  be  determined.  Because  of  the  matters  described  in  this 
paragraph,  the  scope  of  our  work  was  not  sufficient  to  enable  us  to  express, 
and  we  do  not  express,  an  opinion  on  the  balance  sheet  and  statement  of  changes 
in  fund  balances  of  the  Plant  Funds. 

Except  for  the  matters  described  in  the  second  and  third  paragraphs  the  afore- 
mentioned financial  statements,  excluding  Plant  Funds,  present  fairly  the 
financial  position  of  Western  Montana  College  as  of  June  30,  1979  and  1980  and 
the  changes  in  fund  balances  and  the  current  fund  revenues,  expenditures,  and 
other  changes  for  the  years  then  ended,  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  basis  consistent  with  that  of  the  preceding 
;   year. 
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WESTERN  MONTANA  COLLEGE 
CURRENT  YEARS  AUDITORS'  COMMENTS  AND  RECOMMENDATIONS 

JUNE  30,  1980 


Finding 


Recommendation 


1.  Our  audit  of  the  revenue  bonds  as  of 
June  30,  1980,  indicated  that  the  net  annual 
earnings  were  not  sufficient  to  meet  the 
debt  service  requirements  of  the  Bond 
Indenture.  The  net  annual  earnings  were 
$51,645  and  $14,602  less  than  the  actual 
principal  and  interest  for  the  years 
ending  June  30,  1980  and  1979,  respectively. 

2.  The  total  liability  for  the  bonds  out- 
standing are  not  recorded  in  the  College 
general  ledger. 


3.  Section  5.04  of  the  1967  Bond  Indenture 
requires  that  the  Revenue  Fund  be  maintained 
in  separate  accounts  in  a  bank  that  is  a 
member  of  the  FDIC.  The  Revenue  Fund  is 
currently  maintained  by  the  State  Treasurer. 


4.  Our  review  of  the  $4,500  contingent 
revolving  account  maintained  in  a  commercial 
bank  account  revealed  that  according  to  bank 
reconciliation  it  was  $73.96  off  from  the 
general  ledger  balance.  This  account  is 
used  for  travel  advances,  student  short 
term  loans  and  miscellaneous  expenditures. 
It  was  also  brought  to  our  attention  that 
outstanding  checks  dating  back  to  1974  are 
still  recorded  as  outstanding  amounts. 

5.  The  auxiliary  fund  account,  Athletic 
Department,  has  loans  payable  to  other 
auxiliary  fund  accounts  for  the  years  end- 
ing June  30,  1979  and  1980  of  $89,466  and 
$77,800,  respectively.  These  loans  have 
accumulated  over  the  years  and  have  no 
terms  or  conditions  of  repayment.  The 
general  ledger  has  recorded  investments  with 
the  State  Board  of  Investments  of  $22,839 
and  $2,884  for  the  years  ending  June  30,  1979 
and  1980. 

6.  Our  review  of  the  bookstore  and  student 
store  indicated  the  following  weakness  in 
internal  control: 

A.  The  student  store  accounts  receivable 


We  recommend  that  Western  Montana 
College  attempt  to  increase  the 
net  annual  earnings  to  meet  the  debt 
service  requirement. 


We  recommend  that  Western  Montana 
College  record  the  liability  for  the 
bonds  outstanding  in  their  general 
ledger. 

We  recommend  that  a  separate  bank 
account  be  maintained  pursuant  to 
Section  5.04  of  the  Indenture  or 
amend  the  Indenture  to  include  the 
State  Treasurer  as  a  depository  of 
funds. 

We  recommend  that  this  account  be 
reconciled  monthly  and  differences 
should  be  promptly  resolved.  We 
also  recommend  that  outstanding 
checks  not  presented  for  payment 
within  one  year  be  written  off. 


We  recommend  the  following  concerning 
the  loans  payable: 

1.  The  investments  be  used  to 
partly  liquidate  the  loan. 

2.  The  College  should  receive  a 
ruling  from  the  Board  of  Regents 
concerning  the  procedures  to 
eliminate  this  outstanding  loan. 


We  recommend  the  following  concerning 
the  bookstore  and  student  store: 

1.  The  accounts  receivable  should 
be  recognized  in  the  College's 
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Finding 


Recommendation 


are  not  recorded  in  the  general  ledger. 
B.  No  perpetual  inventory  records  are 
maintained.  Good  internal  control  over 
inventory  requires  that  perpetual  records 
be  maintained  to  prevent  duplication  of 
ordering  of  merchandise  and  theft  loss. 

7.  The  College  has  made  progress  in  imple- 
menting control  regarding  counting  the  $6,000 
change  fund  periodically  and  limiting  access 
to  unused  blank  checks,  but  no  list  of  cash 
receipts  received  in  the  mail  is  prepared 
which  is  a  weakness  in  internal  control 
of  cash  receipts. 


accounting  records. 

2.     That  a  perpetual  inventory 

be  maintained. 


We  recommend  that  a  list  of  mail 
cash  receipts  should  be  prepared 
and  be  periodically  checked  by  a 
responsible-official  to  the  depos- 
it ticket. 


8.  Our  review  of  invoices  supporting  can- 
celled warrants  indicated  that  a  number  of 
invoices  were  not  stamped  "Paid"  to  prevent 
duplication  of  payment.  Although  we  observed 
no  instance  where  bills  were  paid  twice  the 
lack  of  stamping  invoices  with  a  "Paid"  stamp 
increases  the  possibility  that  a  bill  could 
be  paid  twice.  Also,  we  noticed  a  few  of  the 
invoices  sampled  did  not  contain  authorized 
signatures. 

9.  Our  review  of  the  general  ledger  as  of 
June  30,  1979  indicated  that  the  journal 
entries  prepared  by  the  auditors  at  June  30, 
1978  were  not  made  by  the  College.  To 
accurately  reflect  amounts  in  financial 
statements  it  is  important  that  all  trans- 
actions are  posted  to  the  general  ledger 
accounts.  The  financial  statements 
presented  with  these  comments  include 
adjustment  made  by  the  auditors  at  June  30, 
1978. 

10.  Our  review  of  the  accounts  receivable 
indicated  that  many  "credits"  are  posted 
to  this  account  and  referred  to  as 
"undistributed  fees".  As  of  June  30,  1980 
the  amount  of  $4,066  was  posted  to  the 
accounts  receivable  awaiting  transfer  to 
the  proper  revenue  account. 

11.  Our  review  of  receipts  from  athletic 
events  and  other  events  sponsored  by  the 
College  indicate  an  apparent  weakness  in 
internal  control.  No  controls  exist  as  to 
verification  of  the  number  of  people  attend- 


We  recommend  that  all  invoices  be 
stamped  "Paid"  to  prevent  duplication 
of  payment  and  that  all  invoices  have 
authorized  signatures. 


We  recommend  that  all  financial 
transactions  be  recorded  in  the 
general  ledger  to  present  accurate 
financial  information. 


We  recommend  that  all  receipts 
received  be  immediately  posted  to 
the  proper  accounting  distribution, 


We  recommend  the  following 
procedures  be  implemented: 
1.  College  establish  pre- 
numbered  tickets  and  maintain 
security  over  unsold  tickets. 
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Finding 


Recommendation 


ing  the  event  in  relation  to  the  money 
collected.  The  cash  collected  is  simply 
put  into  a  money  bag  and  brought  to  the 
business  office  for  depost. 

12.  Our  review  of  property,  plant  and 
equipment  indicates  that  controls  and 
records  are  inadequate  and  the  College 
has  not  properly  accounted  for  its  invest- 
ment in  plant. 

Records  were  not  maintained  to  individu- 
ally identify  items  or  account  for  acquisi- 
tions or  dispositions. 

A  physical  inventory  of  equipment  was 
taken  during  the  period  under  audit  reflect- 
ing equipment  on  hand  of  $640,898.02  at 
cost  or  estimated  historical  cost  as  of 
June  30,  1978.  We  determined  acquisitions 
of  $96,648.79  for  the  audit  period  resulting 
in  equipment  of  $737,546.81  at  June  30,  1980. 
However,  it  is  not  known  what  dollar  value 
is  included  in  total  plant  for  equipment. 
The  College's  efforts  in  taking  the  physical 
inventory  and  developing  a  computerized 
equipment  system  are  commendable. 

The  Department  of  Administration 
Architecture  and  Engineering  Division 
accounts  for  projects  exceeding  $3,000 
during  the  construction  period.  The 
College  receives  reports  with  a  breakdown 
of  project  costs  from  Architecture  and 
Engineering  but  does  not  record  construction 
in  progress  or  completed  projects  in  their 
records.  Audit  adjustments  have  been  made 
to  reflect  construction  in  progress  and 
completed  projects  at  June  30,  1979  and 
June  30,  1980. 

The  inadequacies  are  significant  so 
that  we  are  not  assured  that  the  College 
has  physical  control  of  state-owned 
property  or  that  amounts  reported  on  the 
financial  statements  are  proper. 

13.  Our  review  of  the  student  loan  account 
indicated  that  the  College  does  not  maintain 
a  subsidiary  for  short-term  loans  to  students 


14.  Our  review  of  the  revenue  and  expense 
accounts  for  the  years  ended  June  30,  1979 
and  1980  indicated  that  several  general 
ledger  accounts  had  prior  year  income 
adjustments  posted  into  the  ledger. 


2.  Ticket  sellers  would  provide  a 
total  cash  report  reconciling  the 
number  of  tickets  sold  per  event 
with  the  amount  deposited. 

The  College  should  develop  a  system 
to  account  for  property  acquisitions 
and  dispositions.  Property  tags 
should  be  installed  on  all  items 
possible  -  especially  on  portable 
i  terns . 

The  College  should  determine  the 
original  cost  or  estimated  historical 
cost  for  land,  buildings  and  improve- 
ments, and  library  books  and  maintain 
this  breakdown  in  the  records  for 
acquisitions  and  dispositions. 
Procedures  should  be  developed  to 
monitor  construction  in  progress  and 
transfer  to  plant  upon  completion. 
Property  accounting  should  be  viewed 
as  an  accounting  function  rather  than 
an  auditing  function. 


We  recommend  that  the  College 
establish  a  subsidiary  ledger  for 
the  short-term  loans  to  students 
and  balance  it  to  the  general  ledger 
on  a  monthly  basis. 

We  recommend  that  the  College  record 
all  fees  and  charges  from  students 
into  accounts  receivable  at  the  time 
the  revenue  is  earned  and  to  establish 
control  over  these  accounts  by 
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Finding  Recommendation 

These  prior  income  adjustments  were  the       maintaining  a  subsidiary  ledger 

result  of  the  failure  to  record  the  that  is  balanced  monthly  to  the 

students  accounts  receivable  as  recommended    control  account. 

by  the  auditors  as  of  June  30,  1978. 

Proper  accounting  recognition  would  be  to 

record  all  fees  and  charges  into  accounts 

receivable  at  the  time  of  registration  and 

to  record  all  collections  as  "credits" 

against  the  receivable. 
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WESTERN  MONTANA  COLLEGE 
PRIOR  YEARS  AUDIT  FINDINGS 
JUNE  30,  1980 


Prior  Years  Audit  Findings 

We  have  reviewed  the  audit  findings  and  recommendations  contained  in  the  audit 
report  for  the  year  ended  June  30,  1978.  We  have  listed  the  finding  and 
recommendation  and  the  disposition  of  the  auditors'  comment. 


Finding  and  Recommendation 

1.  Comment  regarding  the  1966  bond  issue 
being  in  financial  jeopardy  due  to 
insufficient  revenues  to  meet  debt  require- 
ments.  It  was  recommended  to  consult 
with  the  Commissioner  of  Higher  Education 
to  establish  alternatives  to  the  methods 
of  meeting  debt  requirement. 


2.  Comment 
meeting  the 
sinking  fund 
issue  and  th 
these  reserv 
that  the  Col 
ing  the  Trus 
funds  to  mee 
sinking  fund 
transfers  sh 


regarding  the  deficiency  in 
required  reserves  of  the  four 

accounts  of  the  1966  bond 
e  untimely  transfers  into 
e  accounts.   It  was  recommended 
lege  seek  assistance  in  direct- 
tee  to  transfer  the  necessary 
t  the  required  balances  in  the 

accounts  and  that  these 
ould  be  made  on  a  timely  basis. 


3.  Comment  regarding  the  duplication  of 
effort  in  retiring  the  bonds  as  they  come 
due  by  having  the  Trustee  remit  to  the  State 
Treasurer  the  amount  due  and  the  Treasurer 
making  the  payments.   It  was  recommended 
the  Trustee  assume  responsibility  for 
payment  of  principal  and  interest  without 
going  through  the  Treasurer. 

4.  Comment  regarding  the  general  ledger. 
A  liability  for  the  bonds  outstanding  and 
account  balances  and  transactions  with  the 
Trustee  have  not  been  recorded.   It  was 
recommended  that  the  College  recognize 
these  items  in  their  general  ledger. 

5.  Comment  regarding  the  College  estab- 
lishing an  account  with  the  Trustee  and 
reporting  it  in  the  Revenue  Fund  of  the 
1967  Bond  Indenture.  It  was  recommended 
the  College  transfer  the  funds  to  the 


Disposition 

Recommendation  was  implemented. 


Recommendation  was  not  implemented, 
See  comment  No.  1 . 


Recommendation  was  implemented, 


Recommendation  was  not  implemented, 
See  comment  No.  2. 


Recommendation  was  not  implemented, 
See  comment  No.  3. 
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Finding  and  Recommendation 

State  Treasury  account  or  obtain  permission 
to  maintain  a  separate  commercial  bank 
account. 


Disposition 


6.  Comment  regarding  the  student  accounts 
receivable.  The  College  allows  deferral 
of  payment  of  student  fees  and  room  and 
board  charges  which  creates  student  accounts 
receivable  if  the  students  have  not  paid  by 
the  end  of  the  quarter.  The  revenues 
arising  from  the  year-end  receivables  were 
recognized  as  if  cash  had  already  been 
received  which  overstates  cash  in  several 
entities.   It  was  recommended  that  the 
College  establish  a  loan  fund  for  receivables 
arising  from  the  deferral  of  fees.   It  was 
also  recommended  that  the  Board  of  Regents 
consider  appropriating  funds  which  would 
enable  the  College  to  properly  operate  the 
loan  fund.  Reconciliations  should  be  per- 
formed monthly  and  the  College  should 
promptly  resolve  differences  between  the 
detail  and  general  ledger  control  accounts. 

7.  Comment  regarding  the  fact  that  the 
collectibility  of  a  substantial  portion  of 
student  accounts  receivable  is  doubtful. 
When  they  are  pursued,  it  is  not  on  a 
timely  basis  and  it  is  usually  discovered 
that  the  students  are  unable  to  pay.   It 
was  recommended;  (1)  the  College  review  on  a 
monthly  basis  the  students  on  a  deferred  fee 
payment  plan  as  to  collectibility;  (2)  they 
should  establish  an  allowance  for  uncollectible 
accounts;  (3)  the  accounts  should  be  given  to 
the  Department  of  Revenue  for  collection  if 
the  College  is  unable  to  collect;  (4)  if  it 
appears  the  account  can  not  be  collected  the 
College  should  request  permission  to  write 

it  off. 


Recommendation  was  not  implemented. 
See  comment  No.  14. 


Recommendation  was  implemented. 


8.  Comment  regarding  the  acquisition  and 
deletion  of  property,  plant  and  equipment. 
The  College  does  not  account  for  its  invest- 
ment in  plant  and  a  complete  record  of 
property  is  not  maintained.  A  physical 
inventory  has  not  been  taken  since  July 
1960.  The  College  has  also  failed  to  account 
for  its  construction  projects  done  by  the 
Architecture  and  Engineering  Bureau  of  the 
Department  of  Administration. 


Recommendation  was  not  implemented, 
See  comment  No.  12. 
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It  was  recommended;  (1)  the  College  conduct 
a  physical  inventory  of  all  property  and 
account  for  all  dispositions;  (2)  accounting 
records  should  reflect  physical  count;  (3) 
all  equipment  should  be  tagged;  (4)  proce- 
dures should  be  established  to  insure  proper 
accounting  is  made  for  construction  projects. 


Disposition 


9.  Comment  regarding  charging  $22.50  each 
quarter  for  a  non-resident  building  fee  per 
the  1966  Indenture.  The  College  assesses 
the  fee  at  $2.00  per  credit  for  12  credits. 
Students  carrying  less  than  12  credits  do 
not  pay  this  fee.   It  was  recommended  the 
Board  of  Regents  comply  with  bond  indenture 
requirements. 

10.  Comment  regarding  the  approved  allocation 
of  $8.00  of  the  student  activity  fee  to  the 
intercollegiate  athletic  fund  of  which  only 
$7.00  was  allocated.   It  was  recommended  the 
College  adjust  this  allocation  to  comply  with 
the  Board  of  Regents'  policy  of  $8.00. 

11.  Comment  regarding  the  contingent  revol- 
ving account  which  is  reimbursed  monthly 
from  the  funds  to  which  the  expenditures 
have  been  charged.  For  the  1978  year,  the 
bank  balance  did  not  reconcile  to  the  book 
balance.   It  was  recommended  the  account 

be  reconciled  monthly  and  any  differences 
resolved. 


Recommendation  was  implemented, 


Recommendation  was  implemented. 


Recommendation  was  not  implemented. 
See  comment  No.  4. 


12.  Comment  regarding  the  maintenance  of 
scholarship  accounts.  The  detail  ledger 
accounts  for  scholarships  did  not  agree  to 
the  general  ledger.  Also,  the  corpus  of  the 
Jim  Spehar  Memorial  Scholarship  account  was 
tranferred  from  a  restricted  fund  to  an  agency 
account.   It  was  recommended  the  detailed 
ledger  accounts  be  reconciled  with  the  general 
account  monthly  and  the  Jim  Spehar  Memorial 
Scholarship  be  reclassified  as  a  restricted 
fund. 


Recommendation  was  implemented. 


13.  Comment  regarding  two  inter-entity  loans 
to  the  Athletic  Department  as  a  result  of 
accumulated  deficits.  A  significant  portion 
of  the  Athletic  Department's  operations  is 
funded  by  the  State  general  fund  and  if  it 


Recommendation  was  not  implemented. 
See  comment  No.  5. 
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Disposition 


continues,  it  would  be  difficult  to  repay 
these  loans.  The  Athletic  Department  also 
has  investments  with  the  State  Board  of 
Investments.   It  was  recommended  that;(l) 
the  College  consult  with  the  Board  to  deter- 
mine alternatives  which  would  eliminate  the 
loans;  (2)  investments  should  not  be  made  in 
accounts  which  have  outstanding  loans. 

14.  Comment  regarding  the  inventory  and       Recommendation  was  not  implemented 
accounts  receivable  that  are  not  recognized    See  comment  No.  6. 
in  the  accounting  records.   It  was  recommended 
that  they  should  be  recognized. 


15.  Comment  regarding  internal  control  weak- 
nesses on  teller's  daily  close  out  sheets, 
unused  check  blanks  and  $6,000  change  fund. 
It  was  recommended  the  close  out  sheets  be 
reviewed  by  an  official;  the  supply  of  unused 
checks  be  accessible  only  to  authorized 
personnel  and  the  change  fund  be  periodically 
counted  and  reconciled  by  other  than  the 
cashier. 


Recommendation  was  implemented, 


16.  Comment  regarding  the  handling  of  all  pay- 
roll functions  by  just  the  payroll  department. 
It  was  recommended  that  duties  and  responsi- 
bilities of  payroll  personnel  be  rearranged 

so  the  distribution  and  receipt  of  payroll 
warrants  and  W-2's  is  by  someone  other  than 
the  persons  preparing  the  payroll. 

17.  Comment  regarding  delinquent  short-term 
loan  balances  that  have  been  actively  pursued 
by  the  College  and  in  some  instances  turned 
over  to  the  Department  of  Revenue.   It  was 
recommended  if  collection  was  impossible  to 
write  off  the  delinquent  loans. 

18.  Comment  regarding  a  $4,112  deposit  with 
United  Student  Aid  Funds,  Inc.  which  is  not 
recorded  on  the  College's  accounting  records. 
It  was  recommended  the  deposit  be  recorded 
and  that  the  current  status  of  the  loans 

and  the  refundable  deposit  be  determined. 

19.  Comment  regarding  Section  8  of  the  by- 
laws of  the  Frontier  Athletic  Conference 
which  states  a  report  shall  be  prepared 
showing  the  total  financial  aid  per  athlete, 
total  aid  per  sport  and  the  total  aid 
awarded.  This  report  has  not  been  prepared. 
It  was  recommended  the  College  should  prepare 


Recommendation  was  implemented. 


Recommendation  was  implemented. 


Recommendation  was  implemented. 


Recommendation  was  implemented. 
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and  retain  copies  of  this  report. 

20.  Comment  regarding  no  formal  receiving 
reports  and  uncancelled  supporting  documents. 
It  was  recommended  the  College  establish 
written  receiving  reports  which  should  accom- 
pany unpaid  bills  and  all  supporting  documen- 
tation should  be  cancelled  when  paid. 

21.  Comment  regarding  separate  agency 
accounts  for  student's  room  and  general 
deposits  and  the  maintenance  of  detail 
subsidiary  records  for  those  accounts.   It 
was  recommended;  (1)  the  College  reconcile 
subsidiary  detail  records  with  the  general 
ledger  and;  (2)  reclassify  the  deposits  to 
unrestricted  funds. 

22.  Comment  regarding  the  athletic  depart- 
ment not  submitting  receipts  to  support 
travel  expenditures.   It  was  recommended  the 
College  require  receipts  for  all  travel. 


Disposition 


Recommendation  was  implemented, 


Recommendation  was  implemented. 


Recommendation  was  implemented, 
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WESTERN  MONTANA  COLLEGE 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1979  AND  1980 


NOTE  1  -  ORGANIZATION  AND  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Western  Montana  College  was  established  at  Dillon  by  the  Third  Legislative 
Assembly  in  1893.   It  was  initially  called  the  State  Normal  School  at  Dillon, 
and  in  1965  the  name  was  changed  through  legislation  to  Western  Montana  College. 
The  College  has  been  primarily  oriented  since  its  inception  toward  the  train- 
ing and  education  of  elementary  and  secondary  teaching  personnel.   Initially, 
the  College  offered  a  basic  two-year  program  in  education.  In  1931,  the 
State  Board  of  Education  approved  a  four-year  course  and  a  Bachelor  of  Education 
degree.  Since  that  time,  additional  degrees  have  been  authorized,  including 
Bachelor  of  Science  in  Secondary  Education,  Master  of  Science  in  Education, 
Bachelor  of  Arts  in  History  and  English,  Bachelor  of  Arts  and  Science  in 
Natural  Heritage,  and  Associate  of  Arts  and  Science  degrees. 

The  College  is  under  the  full  control  and  supervision  of  the  seven-member 
Board  of  Regents  of  Higher  Education.  A  local  three-member  executive  board 
is  appointed  by  the  Governor;  however,  this  board  is  only  advisory  in  nature. 

The  original  campus  is  located  on  ten  acres  of  land  which  were  deeded  to  the 
College  by  Philip  H.  Poindexter  and  William  C.  and  Rachel  Orr  in  December, 
1894.  The  ground  was  deeded  "in  Trust  for  the  use  and  benefit  of  the  State 
Normal  School  of  the  State  of  Montana."  Most  of  the  College's  buildings  are 
located  on  the  original  ten  acres,  but  the  College  has  since  purchased  property 
which  increased  the  total  property  ownership  to  34  acres. 

The  primary  sources  of  revenue  to  operate  the  College  come  from  the  State's 
General  Fund  and  University  Mi  11  age  accounts.  Revenue  is  also  received  by 
student  fees,  land  grant  income  and  auxiliary  enterprise  operations. 

Accrual  Basis 

The  financial  statements  of  Western  Montana  College  have  been  prepared  on  the 
accrual  basis  except  for  investment  in  plant  and  depreciation  accounting 
explained  in  Notes  2  and  5  to  the  financial  statements.  The  statement  of  current 
funds  revenues,  expenditures  and  other  changes  in  a  statement  of  financial 
activities  of  current  funds  related  to  the  current  reporting  period.   It  does 
not  purport  to  present  the  results  of  operations  or  the  net  income  or  loss 
for  the  period  as  would  a  statement  of  income  or  a  statement  of  revenues  and 
expenses. 

To  the  extent  that  current  funds  are   used  to  finance  plant  assets,  the  amounts 
so  provided  are  accounted  for  as  (1)  expenditures,  in  the  case  of  normal  replace- 
ment of  movable  equipment  and  library  books;  (2)  mandatory  transfers,  in  the 
case  of  required  provisions  for  debt  amortization  and  interest  and  equipment 
renewal  and  replacement;  and  (3)  as  transfers  of  a  nonmandatory  nature  for  all 
other  cases. 
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WESTERN  MONTANA  COLLEGE 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1979  AND  1980 


NOTE  1  -  ORGANIZATION  AND  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  CONTINUED 
Fund  Accounting 

In  order  to  insure  observance  of  limitations  and  restrictions  placed  on  the  use 
of  the  resources  available  to  the  College,  the  accounts  of  the  College  are 
maintained  in  accordance  with  the  principles  of  "fund  accounting."  This  is 
the  procedure  by  which  resources  for  various  purposes  are  classified  for  account- 
ing and  reporting  purposes  into  funds  that  are  in  accordance  with  activities  or 
objectives  specified.  Separate  accounts  are  maintained  for  each  fund;  however, 
in  the  accompanying  financial  statements,  funds  that  have  similar  character- 
istics have  been  combined  into  fund  groups.  Accordingly,  all  financial  trans- 
actions have  been  recorded  and  reported  by  fund  group. 

Within  each  fund  group,  fund  balances  restricted  by  outside  sources  are  so 
indicated  and  are  distinguished  from  unrestricted  funds  allocated  to  specific 
purposes  by  action  of  the  governing  board.  Externally  restricted  funds  may 
only  be  utilized  in  accordance  with  the  purposes  established  by  the  source  of 
such  funds  and  are  in  contrast  with  unrestricted  funds  over  which  the  governing 
board  retains  full  control  to  use  in  achieving  any  of  its  institutional  purposes, 

All  gains  and  losses  arising  from  the  sale,  collection,  or  other  disposition 
of  investments  and  other  noncash  assets  are  accounted  for  in  the  fund  which 
owned  such  assets.  Ordinary  income  derived  from  investments,  receivables,  and 
the  like,  is  accounted  for  in  the  fund  owning  such  assets. 

All  other  unrestricted  revenue  is  accounted  for  in  the  unrestricted  current 
fund.  Restricted  gifts,  grants  appropriations,  endowment  income,  and  other 
restricted  resources  are  accounted  for  in  the  appropriate  restricted  funds. 

Restricted  current  funds  are  reported  as  revenues  and  expenditures  when 
expended  for  current  operating  purposes. 

State  general  fund  appropriations  in  the  current  unrestricted  education  and 
general  fund  are  reported  as  revenues  only  to  the  extent  expended.  These 
appropriations  ultimately  are  expended  after  all  other  revenues  of  this  fund 
have  been  exhausted. 

Inventory  at  the  College's  student  store  is  stated  at  the  lower  of  cost  or 
market  using  the  first-in,  first-out  method.  Purchases  of  supply  items  are 
charged  in  the  appropriate  funds  directly  to  current  year  expenditures. 

Other  Significant  Accounting  Policies 

Other  significant  accounting  policies  are  set  forth  in  the  financial  statements 
and  the  notes  thereto. 
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WESTERN  MONTANA  COLLEGE 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1979  AND  1980 


NOTE  2  -  INVESTMENTS 

Investments  are  recorded  at  cost.  Investments  owned  by  several  funds  as  of 
June  30,  1979  and  1980  are   as  follows: 


June  30,  1979 


Current  Unrestricted  Funds 
Designated 
Auxil iary 

Loan  Funds 

Plant  Funds 

Renewal  and  Replacement 
Retirement  of  Indebtedness 


Cost 

$  12,830 
211,668 

17,192 


16,854 
392,353 


Market 


$   13,016 
212,175 

17,020 


17,394 
399,492 


June  30,  1980 

Market 


Cost 


$  5,836 
132,465 


$  5,992 
134,822 


25,809 
327,104 


26,012 
334,496 


Agency  Funds  5,051      5,006      10,976     11,022 

Endowment  Funds  997      1,011        992      1,018 

Investment  income  is  generally  recorded  when  received.  The  above  investments 
consist  primarily  of  United  States  treasury  notes  and  bills  and  amounts  invested 
through  the  Montana  State  Board  of  Investments  using  its  Short-Term  Investment 
Pool  (STIP). 

NOTE  3  -  LOANS  RECEIVABLE  -  NATIONAL  DIRECT  STUDENT  LOAN  PROGRAM 

No  provision  for  uncollectible  National  Direct  Student  loans  have  been 
provided  for  in  the  accompanying  financial  statements.  The  following  statis- 
tics were  provided  to  the  Department  of  Health,  Education,  and  Welfare  in 
the  annual  report  of  the  financial  aid  programs: 

Student  loans  receivable  $623,074 

Deduct  total  value  of  loans  not  in  repayment  status 

(grace  period,  armed  forces,  Peace  Corps,  Vista, 

student  status,  hardship)  266,859 

Total  student  loans  receivable  in  repayment  status      $356,215 


Total  amount  of  scheduled  loan  payments  delinquent 
Percentage  of  principal  payments  delinquent 


$  25,142 
7.06% 


The  College  follows  accounting  practices  for  the  National  Direct  Student  Loan 
Fund  that  are  in  accordance  with  government  regulations.  Those  regulations  do 


■30- 


WESTERN  MONTANA  COLLEGE 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1979  AND  1980 


NOTE  3  -  LOANS  RECEIVABLE  -  NATIONAL  DIRECT  STUDENT  LOAN  PROGRAM  CONTINUED 

not  provide  for  recognition  of  interest  receivable  or  for  establishment  of 
allowances  for  uncollectible  loans  receivable  or  future  loan  cancellations  by 
the  government.  To  that  extent  the  portion  of  the  financial  statements 
relating  to  loan  funds  are  at  variance  with  generally  accepted  accounting 
principles.  However,  90%  of  any  interest  receivable  or  uncollectible  loans 
and  100%  of  government  cancellations  would  add  to  or  reduce  the  U.S.  Government's 
portion  of  the  Fund  balance  and,  therefore,  would  not  have  a  significant 
effect  on  the  College's  over-all  financial  position. 

NOTE  4  -  BONDS  PAYABLE 

At  June  30,  1980,  the  College  has  a  total  of  $1,452,000  in  outstanding  revenue 
bonds  payable.  These  bonds  were  issued  for  construction  of  various  College 
facilities  and  are  summarized  as  follows: 

-"1966  Indenture"  to  build  a  three-story  dormitory.  There  are   $1,001,000 
of  bonds  outstanding  at  June  30,  1980.  They  are  due  in  varying  annual 
installments  (on  October  1)  through  2006.  The  annual  debt  service  for  the 
year  ending  June  30,  1980  is  $81,484.  The  future  maximum  annual  debt 
service  requirement  of  $89,378  will  be  in  the  year  ending  June  30,  1984. 
The  bonds  bear  interest  from  2  3/4%  to  3  1/2%  per  annum  with  semi-annual 
payment  dates  (April  1  and  October  1).  The  indenture  requires  that  net 
annual  earnings  of  the  College's  housing  and  dining  system  and  fees  pledged 
under  the  indenture  be  sufficient  to  make  deposits  to  sinking  fund  trust 
accounts  in  order  that  these  accounts  may  meet  current  debt  requirements 
and.  maintain  a  fixed  reserve.  Earnings  for  the  current  year  were  deficient 
by  approximately  $51,600.  The  sinking  fund  accounts  had  a  deficiency  of 
approximately  $25,000  at  June  30,  1980.  However,  since  no  definite  balance 
is  required  in  the  Systems  Repairs  Reserve  and  the  balance  in  the  reserve 
is  $25,809  at  June  30,  1980  it  would  be  adequate  to  cover  any  deficiencies. 
The  net  revenues  of  the  College's  housing  and  dining  system,  student  union 
fees  and  student  building  fees  are  pledged  to  this  indenture  as  long  as 
required  balances  in  trust  accounts  are  not  maintained. 

-"1967  Indenture"  to  build  a  physical  education  building  and  install  necessary 
equipment.  There  are  $451,000  of  bonds  outstanding  at  June  30,  1980.  They 
are  due  in  installments  (on  July  1)  through  1997.  The  annual  debt  service 
for  the  year  ending  June  30,  1980  is  $36,656.  The  future  maximum  annual 
debt  service  requirement  of  $37,235  will  be  in  the  year  ending  June  30, 
1982.  The  bonds  bear  interest  from  3%  to  5  1/4%  per  annum  with  semi-annual 
payment  dates  (January  1  and  July  1).  Annual  earnings  from  fees  and  income 
pledged  to  this  indenture  must  be  sufficient  to  maintain  a  required 
balance  in  the  sinking  fund  trust  account.  The  earnings  requirement  was 
met  as  of  June  30,  1980.  The  necessary  amount  of  Physical  Building  fees, 
land  grant  income  and  usage  charges  are  pledged  to  the  indenture  to  maintain 
required  balances  in  the  trust  account. 
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WESTERN  MONTANA  COLLEGE 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1979  AND  1980 


NOTE  4  -  BONDS  PAYABLE  CONTINUED 

The  College  records  interest  expense  on  these  bonds  when  paid.  The  recog- 
nition of  accrued  interest  would  not  have  a  material  effect  on  the  College's 
over-all  financial  position. 


NOTE  5  -  INVESTMENT  IN  PLANT 

Physical  plant,  equipment  and  library  books  are  stated  at  cost  or  histori- 
cally based  appraisal  values.  Depreciation  on  physical  plant  and  equipment  is 
not  recorded.  Property  disposed  of  is  not  deleted  from  the  accounting  records, 


NOTE  6  -  LOAN  FUND  BALANCES 

The  loan  fund  balances  at  June  30,  1979  and  1980  are  as  follows: 

June  30,  1979    June  30,  1980 
Short-term  Loan  Fund  $  27,800        $  23,133 

National  Direct  Student  Loan  Fund: 

Non-capital  deficit  (340,282)        (339,907) 

Capital : 

Federal  contribution  861,152         876,551 

College  contribution  95,567  97,261 

Total  $644,237        $657,038 

NOTE  7  -  RETIREMENT  PROGRAMS 

Retirement  benefits  are  provided  for  the  academic  staff  through  the  Montana 
Teachers'  Retirement  System  (TRS)  and  non-academic  staff  through  the  Montana 
Public  Employees'  Retirement  System  (PERS).  Both  plans  are  operated  by  the 
State  of  Montana  and  membership  is  compulsory  for  the  respective  classes  of 
employees.  Contributions  for  participants  and  the  College  are  based  on  a 
percentage  of  the  participant's  salary. 

Defined  benefits  under  both  plans  are  based  on  years  of  service  and  final  average 
salary  of  the  participant.  The  actuarial  present  value  of  vested  benefits  and 
the  amount,  if  any,  of  unfunded  past  service  costs  for  employees  covered  under 
the  plans  has  not  been  determined.  The  College's  share  of  the  cost  of  these 
plans  for  the  year  ended  June  30,  1979  and  1980  was  $87,038  and  $94,174 
respectively. 
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NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1979  AND  1980 


NOTE  8  -  COMMITMENTS  AND  CONTINGENT  LIABILITIES 

Accounting  for  major  construction  projects  of  the  College  is  performed  by  the 
Architecture  and  Engineering  Bureau  of  Montana  Department  of  Administration. 
During  the  two  year  period,  the  College  had  three  projects  with  original 
spending  authority  of  $140,500.  During  the  two  years,  the  projects'  disburse- 
ments were  $132,432.  At  June  30,  1980  the  projects  had  a  remaining  spending 
authority  (i.e.,  funds  appropriated  for  the  projects)  from  the  State  of 
approximately  $8,068.  Since  these  funds  will  become  available  to  the  College 
only  when  construction  costs  are  incurred,  they  have  not  been  included  in  the 
College  balance  sheet  as  assets. 

The  value  of  unused  vacation  and  sick  leave  accumulated  by  employees  is  not 
recorded  as  a  liability.  At  June  30,  1980  most  permanent  employees  could 
accumulate  and  carry  to  the  following  calendar  year  two  times  the  maximum 
number  of  vacation  days  earned  annually.  Unused  vacation  leave  is  purchased 
at  full  value  from  employees  upon  termination.  Upon  termination,  unused 
sick  leave  earned  since  July  1,  1971  is  purchased  from  the  employee  at 
25  percent  value. 

NOTE  9  -  FULL  TIME  EQUIVALENTS 

In  conjunction  with  our  financial  audit  we  also  audited  the  full  time  equivalent 
(FTE)  enrollment  data  for  the  two  year  period  ended  June  30,  1980.  The  FTE 
reports  are  filed  with  the  Montana  Office  of  Higher  Education  as  of  the  15th 
instructional  day  of  the  quarter  except  summer  quarters  which  includes  the  entire 
session.  Beginning  with  fall  quarter  1979  reports  were  also  filed  as  of  the 
quarter  end.  The  institutions  funding  is  based  on  the  FTE  enrollment  data. 
The  following  is  a  summary  of  the  enrollment  data: 

15th  Instructional  Day  End  of  Quarter 


As  Reported 

As  Adjusted 

As  Reported 

As  Adjusted 

Summer  1978 

n/a 

n/a 

254.41 

199.89 

Fall  1978 

673.55 

617.3 

n/a 

n/a 

Winter  1979 

632.71 

589.16 

n/a 

n/a 

Spring  1979 

541.77 

541.77 

n/a 

n/a 

Summer  1979 

n/a 

n/a 

255.47 

255.47 

Fall  1979 

649.13 

655.51 

610.08 

610.08 

Winter  1980 

622.13 

622.13 

576.92 

576.92 

Spring  1980 

562.50 

565.85 

517.32 

522.71 
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NOTE  9  -  FULL  TIME  EQUIVALENTS  CONTINUED 

Summer  and  fall  quarters  1978  and  winter  quarter  1979  were  previously  audited 
by  the  Legislative  Auditor's  Office.  The  large  variance  in  these  quarters 
resulted  from  use  of  an  incorrect  cutoff  date  and  improper  reporting  of 
drops  and  adds.  These  variances  were  previously  reported  and  a  manual  for  use 
by  registrars  in  developing  enrollment  data  was  issued  by  the  Office  of  the 
Commissioner  of  Higher  Education  on  May  15,  1979  which  codified  the  requirements 
and  improved  reporting  by  the  College. 

In  fall  quarter  1979  the  College  began  conversion  to  a  computerized  enrollment 
system  but  maintained  a  dual  system  until  spring  quarter  1980  when  the  system 
was  used  exclusively.  During  this  quarter  several  of  the  computer  generated 
reports  were  thrown  away.  Lack  of  a  paper  trail  created  difficulty  in  auditing 
this  period.  Written  procedures  should  be  developed  for  the  procurement  and 
retention  of  necessary  records. 

In  addition  to  our  audit  of  the  two  fiscal  years  discussed,  we  were  contracted 
by  College  officials  to  audit  the  FTE  data  for  summer  quarter  1980  and  as  of  the 
15th  instructional  day  of  fall  quarter  1980.  The  following  is  a  summary  of  this 
information. 

As  Reported   As  Adjusted 

Summer  1980  -  End  of  Quarter  304.24       298.63 

Fall  1980  -  15th  Instructional  Day     759.57       756.57 

Starting  with  summer  quarter  1980  some  upper  level  classes  available  for 
graduate  degree  credit  were  assigned  a  letter  G  in  addition  to  the  number. 
These  classes  were  improperly  included  as  graduate  credit  hours  rather 
than  upper  level  courses  for  FTE  calculations.  The  error  source  was  either 
system  software  or  data  entry.  This  is  being  investigated  further  by  personnel 
in  the  registrar's  office.  Additional  reports  (i.e.  student  class  lists)  as 
of  the  cutoff  date  would  provide  a  better  audit  trail.  Any  system  or  procedure 
changes  should  be  documented  and  the  output  should  be  monitored  for  accuracy. 
This  could  be  accomplished  by  the  use  of  hypothetical  test  data.  All  computer 
printouts  should  be  labeled  specifically  as  to  the  contents  and  cutoff  date 
and  should  be  kept  in  folders  if  possible. 
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AGENCY   REPLIES 


Western  Montana  College 

OF    THE 

Montana  University  System 
DILLON 


December  10,  1980 


Legislative  Audit  Committee 
Office  of  the  Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  MT   59601 

Dear  Committee  Members : 


Attached  is  our  response  to  the  audit  recently- 
completed  by  Loewen  and  Rummel .   We  believe  that  we  have 
made  great  strides  in  improving  our  accounting  pro- 
cedures and  that  each  years'  comments  will  be  fewer 
and  of  less  severity.   We  have  implemented  most  of  the 
comments  and  are  working  on  the  remainder. 

We  appreciated  the  efforts  of  your  staff  and 
of  the  staff  of  Loewen  and  Rummel  for  the  professional 
and  courteous  manner  in  which  the  audit  was  conducted. 


ely, 


/{/'fun  I  6*  ■■ 

<  S  .  Thomas  Briggs 
Director  of  Fiscal  Affairs 
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Western  Montana  College 

OF   THE 

Montana  University  System 
DILLON 

RECOMMENDATION/ REPLY 


1.  We  concur  with  this  recommendation  and  are  taking 
steps  to  correct  the  deficiencies.   We  have  sig- 
nificantly increased  board  and  room  rates  for  the 
1980-81  fiscal  year.   Our  dorm  occupancy  rates  have 
also  increased  significantly.   We  expect  that  our 
earning  requirement  will  be  met  this  fiscal  year. 

2.  The  general  ledger  entries  will  be  made  to  disclose 
our  total  liability  for  outstanding  bonds. 

3.  We  will  attempt  to  have  the  indenture  amended  to 
allow  for  deposits  with  the  State  Treasurer. 

4.  A  monthly  reconciliation  system  has  been  established. 
The  $73.96  error  has  been  in  existance  for  some  time, 
we  are  attempting  to  find  the  cause  and  will  correct 
it  when  found.   Checks  outstanding  for  more  than 

one  year  will  be  written  off. 

5.  We  will  seek  approval  from  the  Board  of  Regents  to 
write-off  the  interentity  loan. 

6.  We  concur  and  will  implement  the  recommendation. 

7.  We  concur  and  will  implement  the  recommendation. 

8.  We  concur  with  this  recommendation,  however,  we 
believe  that  we  have  off-setting  controls  which 
minimize  the  possibility  of  duplicate  payments. 

9.  We  concur  and  will  implement  the  recommendation. 

10.  The  fees  were  distributed  shortly  after  year-end. 
We  will  be  more  timely  in  the  future. 

11.  We  concur  and  will  implement  the  recommendation. 

12.  We  concur  and  are  in  the  process  now  of  implementing 
the  recommendation. 

13.  A  subsidiary  ledger  will  be  utilized  to  record 
the  receivables. 

14.  We  concur  and  this  will  not  be  a  problem  in  the  future 
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